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Foreword

Few subjects are as intimidating as money. Like the weather, almost everyone has an opinion about money, but how many know with any confidence or degree of certainly what to do about it?



Most individuals and families dont have a real financial plan, and those who do claim to have one really have based it on myth, hearsay, what their parents did, or advice given by friends, neighbors or coworkers. A lot of this advice is dangerous because it doesnt work and is not based on truth. Even the most intelligent among us who (we believe) always think and behave rationally and reasonably, display irrational and unreasonable behavior when it comes to money.



When my wife and I started making a little more money than we were paying out in bills (a mistake, I know we should have started much earlier), we decided it was time to consult a financial advisor. We had an individual retirement account through a bank where our interest was falling and we had a little money in a savings and loan account where interest was under four percent.



Because we were fans of Ric Edelmans radio program on WMAL in Washington, D.C., we decided to call him first. We never made a second call.



Ric impressed us not only with his knowledge of money, but with his desire to work out a financial plan built upon our needs. There was no pressure. There was no attempt to sell us a particular line of stocks and bonds because he might receive a higher commission (and Im getting nothing in return for writing this foreword except the satisfaction of sharing someone I believe in with others in need of similar help).



Actually, we werent entirely sure what our needs were until Ric began asking questions about our circumstances, goals, and spending habits. Our visit with him was one of the most pleasurable professional experiences we have ever had. The man knows his subject and conveys a sincerity about helping his clients that is not always found in business today.



It is one thing to be knowledgeable. It is another to be able to communicate. Ric communicates with everyone, from expert to novice, without a sense of superiority as you will discover in this book. Using humor as well as illustrations, Ric drives his points home in a way that is not intimidating (even for people like me who cant balance their checkbook and long ago gave up doing their own taxes). He makes learning about money fun and interesting and he does it without an ax to grind.

Were Ric Edelman secretary of the treasury, he would get us out of debt if his clients in Congress and the president would do what he says.



You could not read a better book about your money than The Truth About Money because Ric Edelman tells the truth and that is one of the few things worth more than money.



So sure am I that not only are you going to like this book, but that you will benefit by following its advice, that were it my book I would offer you a money back guarantee if you dont like it. Yes, if you dont like this book, I guarantee you that you wont get your money back!



But you will like it, and while nothing is certain in life, I can safely predict that this book will make a significant contribution to your financial planning needs and when you are finished you will feel a lot more intelligent than before you started. That alone is worth the price of the book.



Cal Thomas

Syndicated Columnist




The Rules of Money Have Changed. Again.

But the strategies havent.

Never buy the first edition of a personal finance book. Instead, get the third edition. Like this one.



Okay, Im kidding.



But only a little. Thats because there really is some Truth (no pun intended) here. You see, thousands of personal finance books have been published, but few have ever been revised and released as a second or third edition. Why not? Because most of the advice offered these days fails the test of time. That makes them unrevisable: you cant update a book whose advice has proved to be completely wrong. Instead, its easier to publish a brand new book, where you get to say brand-new things. So what if what youre saying today completely contradicts what you said before?



And that explains why I felt such trepidation when I began this third edition. The first two editions published in 1996 and 1998 were written during the greatest economic expansion in our nations history. The strategies, the concepts, the advice the Truthwere easy to follow, and the ideas made perfect sense.



But the 1990s are over. Is the Truth as Ive explained it still valid? Have the strategies and concepts survived intact? Or did the perfect storm of the stock markets three-year decline, radical tax law changes, recession, inflation and terrorism render outdated and moot the advice Ive been offering for the past 18 years?



Ive seen this happen to dozens of pundits and authors. But as I updated all of Truths charts and statistics, applying up-to-date performance data and adjusting for new tax laws and a radically different economic, political and social environment, it soon became clear that, as far as the advice offered in this book is concerned, nothing has changed. All of the ideas, concepts and strategies first published in 1996 remain completely valid.



What is new is the books timeliness. Now fully revised, these pages give you the latest information on the newest tax laws and proves, having gone through the 2000-2002 bear market, that you can indeed rely on its advice and strategies. This is very reassuring to the hundreds of thousands of Americans who have turned to this book for information on handling their investments, taxes, mortgages, insurance, estate planning, college, retirement, and all other aspects of personal finance.



As in its preceding editions, I again welcome you to learn for yourself how to take advantage of the realities and opportunities available to you, for both the protection and the prosperity of you and your family. Above all, I invite you to learn The Truth About Money.



Ric Edelman

November 2003

rics money quiz

Heres your chance to discover how much (or how little!) you know about personal finance. Dont worry if you get stumped the answers follow the quiz, along with the corresponding page numbers so you can quickly explore each topic. Youll discover how easily this book gives you the knowledge you need to achieve financial success!


	Of the following choices, which offers both extensive diversification and relatively low volatility?

	a. asset allocation funds

	b. equity income funds

	c. balanced funds

	d. growth and income funds




	Gap insurance for a leased car:

	a. pays the difference between the cars residual value and the cars actual value

	b. pays for any damage to the car during the lease

	c. pays any missed payments during the lease

	d. both b and c




	When contributing to a company retirement plan,  of your money should be invested in the stock mutual fund.

	a. 100%

	b. 75%

	c. 50%

	d. 25%




	The relationship between interest rates and bond prices is as follows: As interest rates move up or down,

	a. bond prices stay the same

	b. bond prices move in the same direction

	c. bond prices move in the opposite direction

	d. bond maturity dates change as well




	A planner gives his client a brochure describing the planners fee schedule. Which of the following fee schedules is prohibited by NASD rules?

	a. a fee schedule that charges a flat fee of more than $500 per year

	b. a fee schedule that charges both fees and commissions

	c. a fee schedule where the planner shares in the profits earned in the clients account

	d. a fee schedule where the planner charges commissions only




	FDIC:

	a. is funded by the U. S. government

	b. guarantees that your money is safe

	c. is a private insurance company for banks

	d. will completely pay off all depositors if a bank goes broke




	Regarding withdrawals from your IRA account, there are penalties if you:

	withdraw money at too young an age

	dont begin making withdrawals by a certain age

	withdraw too little in a given year

	withdraw too much in a given year




	a. I only

	b. I and II

	c. I, II, and III

	d. I, II, III and IV




	An optimal portfolio is one which:

	a. makes the most amount of money

	b. takes the least amount of risk

	c. minimizes expenses, including transaction costs, carrying costs and tax effects

	d. balances return against risk




	When selling your primary residence, the first $500,000 of gain for married couples ($250,000 for singles) is excluded from the capital gains tax if you are what age?

	a. at least 70 1/2

	b. at least 59 1/2

	c. over 55

	d. Age doesnt matter. It matters only that you have lived in your home for two of the last five years.




	What percentage of Americans 65 or older have an annual income below $15,000?

	a. 11%

	b. 39%

	c. 51%

	d. 81%




	Which of the following is an example of Dollar Cost Averaging?

	a. placing 100% of your company retirement plan contributions into the stock fund each month

	b. buying U. S. savings bonds via payroll deduction

	c. placing equal amounts of money into four different kinds of mutual funds

	d. buying 100 shares of a given stock every time the price changes by $10




	According to a study by the Journal of the American Medical Association, nearly  of 2,000 critically-ill patients lost their life savings as a result of the illness.

	a. 5%

	b. 12%

	c. 16%

	d. 31%




	When working with a planner, it is okay to:

	a. write a check for the money you wish to invest payable to the planner

	b. list your planner as joint owner or beneficiary on your accounts

	c. give your planner discretionary authority

	d. none of the above




	Which of the following is not a reason to carry a big, long mortgage?

	a. mortgages affect home values

	b. if you dont borrow when you buy, you cant deduct interest later

	c. a 30-year mortgage is better than a 15-year mortgage

	d. you get a tax deduction for the interest you pay




	The stock market is a:

	a. leading economic indicator

	b. lagging economic indicator

	c. coincident economic indicator

	d. none of the above




	After paying for child-rearing and work-related costs, how much might a spouse take home in net after-tax income, assuming a gross salary of $30,000?

	a. $20,000 per year

	b. $1250 per month

	c. $275 per week

	d. $1.25 per hour




	After a revocable living trust has been created for you, you need to:

	a. rewrite your will

	b. name new beneficiaries

	c. retitle assets into the trust

	d. name a trustee




	Bypass trusts are best suited for:

	a. widows trying to avoid probate

	b. married couples with a net worth of more than $1,500,000

	c. beneficiaries wishing to bypass their inheritance

	d. everyone needs a bypass trust




	Which of the following will not help you avoid losing principal due to interest rate risk?

	a. buying gold

	b. keeping bonds until they mature

	c. buying government bonds only

	d. do not buy bonds




	An accidental death benefit rider:

	a. provides additional money if your death is caused by an accident

	b. increases your premiums

	c. is a waste of money

	d. all of the above




	Variable annuities are popular because profits are:

	a. tax-free

	b. tax-exempt

	c. tax-deferred

	d. tax-deductible




	What portion of Americans die without a will?

	a. 0%

	b. 20%

	c. 40%

	d. 80%




	A bank CD is:

	a. a stock

	b. a bond

	c. neither

	d. both




	A mortgage is a loan based on:

	a. the current value of the house

	b. the future value of the house

	c. your income

	d. your car payment




	In the past 10 years, how many times has the performance of the U.S. Stock Market ranked among the top 5 worldwide?

	a. once

	b. four times

	c. seven times

	d. all 10 times




	Assuming a 10% annual return, a 30-year-old would have to save how much each month to raise $100,000 by age 65?

	a. $26

	b. $95

	c. $143

	d. $217






Answers: 1-c (pg.174)
2-a (pg.321)
3-a (pg.490)
4-c (pg.100)
5-c (pg.610)
6-c (pg.62)
7-c (pg.480)
8-d (pg.242)
9-d (pg.424)
10-b (pg.11)
11-a (pg.269)
12-d (pg.509)
13-d (pg.609)
14-a (pg.408)
15-a (pg.122)
16-d (pg.347)
17-c (pg.583)
18-b (pg.445)
19-c (pg.100)
20-d (pg.548)
21-c (pg.198)
22-a (pg.558)
23-b (pg.54)
24-c (pg.369)
25-a (pg.128)
26-a (pg.17)





Part I
Introduction to Financial Planning


Theres a quiz at the end of this part!



To see how much you already know, skip to the end of this part and take the quiz now. Then, read the part and take the quiz again. Youll discover how much youve learned!








Overview  The 11 Reasons You Need to Plan

Thirty-five years ago, the financial planning profession did not even exist, yet today, hundreds of thousands of people claim to be financial planners (and some of them actually are!). What is financial planning, anyway, and is it really necessary?



After all, your parents didnt plan for their future so why should you? The reason your parents didnt plan is the same reason you havent packed for Europe: Youre not going! Likewise, our parents and grandparents never planned for their future for the simple reason that they werent going to have one. Why worry about developing cancer at age 88 if you are going to be dead of tuberculosis at 45? Since people werent expecting to live past 65, there simply was no need for planning.



Today, of course, things are different. And among these differences is the need for financial planning. Here are 11 reasons why you need to plan.



Reason #1: To Protect Yourself and Your Family Against Financial Risks

Notice the word financial. As a financial planner, I cannot protect you from the risks you face in life no planner can but I can protect you from suffering the financial loss that may result when any of those risks become reality. What are those risks? The four major ones are injury, illness, death, and lawsuits, and youll learn how to manage and reduce those risks in Part XI.


Lawsuits? You bet! For perspective, the odds that your house will burn down are 1 in 1,200 yet according to Forbes magazine, the odds are just 1 in 200 that you will be sued at some point in your lifetime. (To learn how to protect yourself from the financial threat of a lawsuit, see Chapter 75.)



Reason #2: To Eliminate Personal Debt

For some people, a proper goal is to become worthless. If you owe lots of money to credit cards, auto loans, and student loans, becoming worthless would be a real improvement. You must move from owing money to owning money.



Indeed, total consumer debt in this country (excluding mortgages) exceeds $1.4 trillion, according to cardweb.com. Its research reveals that Americans hold an average of 8 credit cards each, with an average balance of $8,400 per card.



Youve heard the joke about running out of money before you run out of month, but its not so funny to run out of money before the end of your life! You must make sure you dont outlive your income, and that means youve got to accumulate assets so you can support yourself for a lifetime. Thats impossible to do if you have debts, so you must eliminate them. Chapter 51 will show you how.



Reason #3: Because Youre Going to Live a Long, Long Time


[image: image 2]



At the time of the American Revolution, life expectancy at birth was 23 years. By 1900, Americans were expected to live only to age 47. Thus, throughout most of our nations history, almost everyone worked; there was no such thing as retirement.



Today, though, life expectancy tables from such diverse groups as the IRS, life insurers, the National Institutes of Health and the Centers for Disease Control and Prevention all say roughly the same thing: A child born in 2004 has a life expectancy of 77 years (up from 47 in 1900); a 77-year-old today is expected to live to 88; an 88-year-old  to 94; and people who reach 100 are expected to live to 103. Soon, half of all deaths in the U.S. will occur after age 80. These life expectancies are a big part of why we need to plan.

How Old Will You Be in 2100?

The ridiculous part of all those life expectancy tables is that they all assume that life expectancies will remain at current levels. But that is not likely to be the case. Indeed, research suggests that people will continue to live longer and longer. In fact, even those as old as 45 today might be alive in the 22nd Century.



Why are these figures important? Well, to determine how much money youll need in retirement, you need to project how long that retirement might be. Based on the actuarial data provided by various government agencies, most financial planners assume their clients will live to age 90, and conservative planners (my firm included) use age 95 (because the longer you live, the more money youll need).



YOUR LIFE EXPECTANCY


People who are this age today: 0 Are expected to live to this age: 77

People who are this age today: 15 Are expected to live to this age: 78

People who are this age today: 25 Are expected to live to this age: 79

People who are this age today: 35 Are expected to live to this age: 80

People who are this age today: 45 Are expected to live to this age: 81

People who are this age today: 55 Are expected to live to this age: 82

People who are this age today: 65 Are expected to live to this age: 83

People who are this age today: 75 Are expected to live to this age: 87

People who are this age today: 85 Are expected to live to this age: 91



FIGURE 1-2




However, even conservative figures like age 95 could be too low. Based on the relatively new fields of gerontology, microbiology, and biotechnology, some believe that in the year 2050, people could be expected to live to age 140. No typo there: Thats one hundred forty years of age.



This is not science-fiction. In 2050, your kids could still be having kids. For example, in 2050, Ill be 92. Will I make it? Well, thats still nine years younger than the age my Grandmom Fannie reached and she was born in 1899. Lets face it: For many of us, 2050 is a done deal.



If thats not startling enough, try this: Its now being suggested that lots of us who are here today could see the year 2100. The implications for society boggle the mind. Lets look closer at what such long life spans could mean.

Youll Have Multiple Marriages

First, you would be likely to have four or five spouses during your lifetime. Like all the other futurisms to follow, this one is not as far-fetched as it may first appear. After all, 75% of all married Americans eventually find themselves single again either through divorce or death of their spouse and most people who were married once eventually remarry. Thus, were already a multiple-marriage society. Itll just become more so: More people will do it and more people will do it more often. (After all, can you imagine marrying someone at age 20 and living with that same person for the next 120 years!? Honey, I love you, but)


If you can see yourself in possession of your goal, its half yours.

Tom Hopkins



Youll Have Multiple Careers

Second, you will have five or six careers. Youll go to school, get a degree, develop expertise in a given field, devote yourself to it for 20 or 30 years, then quit and start again, doing something entirely different. Think thats crazy? Millions of military retirees, police officers, firefighters, and schoolteachers already do this. They retire at 40 or 50 with 20 or 30 years of service and, with their monthly pension checks in the mail, they head off to new challenges. This strategy will become more common in the new millennium and the phrase double-dipper will give way to quintupledipper as people have five or six 20-year careers in their lifetime. The notion of retirement as we know it today will fade away. For more on this, read Rule 88 of The New Rules of Money.

Youll Extend Your Rites of Passage


Id like to be rich enough so I could throw soap away after the letters are worn off.

Andy Rooney



As our lifetimes become extended, so too will our rites of passage. As recently as 1960, marrying in your late teens was common; the phrase old maid applied to women who failed to marry by age 20. You were expected to have children (plural) before you were 25, Jerry Rubin told us not to trust anyone over 30, middle age and mid-life crises hit at 45, and the elderly were 65.



As I bet yours does, my own life provides examples of this brave new world: My former college roommate is no closer to marriage now than  when we were in school; my oldest brother will be 72 when his youngest daughter graduates from medical school; one of my nieces has three daddies (one biological, one marital, and one legal); my 77-year-old father has renounced retirement (for the fourth time); and my grandmother defied the actuaries when she passed at 101.



If todays trends continue unabated, the year 2050 will find people marrying (for the first time) at age 50, having kids in their 60s (in France, they already are), facing middle age in their 80s, retiring in their 120s, and dying in their 140s.



These prognostications remind us that financial planning is a process, not a product. A financial plan must be periodically reviewed, with its assumptions challenged and altered based on changes in the economy and in your circumstances. One key circumstance is the fact that you may live much longer than you envision. If you plan to retire at 65 and are assuming a life expectancy of age 90, youre assuming a 25-year retirement. But what if you live to 140? Will you have enough income for a 75-year retirement?



Finally, whos going to pay for it all?



This question suggests that the most politically explosive social issue in America today the right to life will evolve into a new debate. In the 21st Century, with people living for so many years beyond their resources, with society forced to pay the tab, some will argue that those who cannot take care of themselves in old age, those who are living in pain or discomfort, those who do not have a family or support group on whom to rely, and those who cannot afford to pay for their care should have the right to choose death. To some, Dr. Kevorkian is evil, deserving of the 10-to-25-year prison sentence he received in 1999. To others he was a godsend, and to the remainder, he was a mere curiosity Whatever you think of him, one thing is certain: Dr. Kevorkian is a prelude to the future. In the year 2050, his cause will be center stage as the nation deals with the next great social debate: euthanasia.



Welcome to the 22nd Century. I hope youll be ready.



Reason #4: To Pay for the Costs of Raising Children

Youre earning and youll continue to earn a huge income. Take a 35-year-old making just $3,000 a month. Even without salary increases, thats more than $1 million in career earnings!

While that might sound like good news, it actually works against us. When making a lot of money, people often develop an attitude that says, Gee, with this good income, life will take care of itself. It did for my parents. It did for my grandparents. It certainly will for me.



The issue, however, is not how much money you earn, but how much you keep. Look at the money your parents and grandparents earned over their careers. How much do they have left?



You easily could have little left from a lifetime of work, because you dont get to keep all the money you earn. You have expenses lots of expenses. Can you name your biggest expense?



Children!

YOU ARE EARNING A HUGE AMOUNT OF MONEY




	If you are age
	and each month you earn
	by age 65 you will earn a total of



	35
	$3,000
	$1,080,000



	45
	$5,000
	$1,200,000



	55
	$7,500
	$ 900,00






Even If You Eever Get a Raise!

FIGURE 1-3

According to the USDA, a baby born in 2001 will cost highest income families $337,690. As shown in Figure 1-4, lowest income families will still spend $169,920, while those inbetween will rack up expenses of $231,470. Thats per child and only for the first 17 years! To explore the financial issues of raising young children, see Chapter 54.
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Reason #5: To Pay for College

Guess what happens when the kids turn 18? They go to college!

THE COST OF A 4-YEAR COLLEGE DEGREE 2002-2006

Penn State*: $106,521

Maryland*: 98,319

Berkeley*: 122,161

Notre Dame: 147,271

Harvard: 157,267

Georgetown: 158,116

Princeton: 166,060

Yale: 154,730

Assumes 6% annual increase in the cost of tuition, room and board  bzsed on 2002-2003 prices.
*Out-of-State tuition

FIGURE 1-5

Its estimated that, for a baby born in 2002, the cost of college in 2020 will be $100,000 for an in-state school and $265,000 for private and out-of-state schools. To learn the proper way to approach the cost of college, turn to Chapter 53.

Reason #6: To Pay for a Daughters Wedding

And if you made the foolish decision to have daughters instead of sons, get ready for another major expense: The wedding! According to Conde Nast Bridal Group, the average cost is $22,360; Washingtonian magazine puts it at $28,000.

THE COST OF A WEDDING

Reception: $7,630

Rings: 3,576

Honeymoon: 3,296

Photography/Videography: 2,123

Miscellaneous: 2,184

Apparel: 1,274

Music: 1,050

Flowers: 782

Invitations: 445

Total: $22,360

FIGURE 1-6

Reason #7: To Buy a Car

The average price of a new car is $26,670, according to the National Automobile Dealers Association. Thus, that purchase is  one of your biggest and most confusing financial decisions. Should you pay cash, accept dealer financing, or use home equity? Is leasing right for you? To learn the answer, go to Chapter 52.

Reason #8: To Buy a Home

Americans devote the largest portion of their incomes to housing. Consequently, how you handle the purchase of your home will have far-reaching implications on virtually every facet of your financial life, including your ability to save, pay for college and plan for your retirement. For this reason, I devote four chapters (56-59) exclusively to this subject, and its referenced in many other chapters as well, including those dealing with debt elimination (Chapter 51), paying for college (Chapter 53), and the costs of raising children (Chapter 54).
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Reason #9: To Be Able to Retire When and in the Style You Want

Consider food. Assuming you and your spouse retire at 65 and live to your normal life expectancy of 85, youre going to eat 43,800 meals in retirement! (Thats three meals a day, 365 days a year over 20 years for two people.) If each of those meals costs five dollars, youll spend $219,000 on food. Where will that money come from?



Most people are ignorant of this message. Of todays retirees 65 and older, 39% have incomes below $15,000 a year, according to the Social Security Administration. Im not saying these people never earned more than $15,000 a year while they were working. Rather, their income dropped below $15,000 when they retired.




[image: image 9]



Only 15% of retirees earn more than $50,000 a year. Yet the masses didnt plan to fail. They simply failed to plan, because under the old rules, planning wasnt necessary. It used to be that a worker and his family could be comfortable if he retired at 62 on a pension and Social Security. That doesnt happen anymore. Today, you dont retire as young as 62 unless youve been downsized out of work. And youre  going to live much longer than your parents and grandparents did, arent you? Therefore, your money must last much longer. And that is the dilemma: If you fail to plan, you face the possibility of a retirement filled with poverty welfare, and charily.



A Gallup survey showed that 75% of workers want to retire before age 60, yet only 25% think they will. That suggests people dont know how they are going to achieve their goals. One thing is sure, its not going to happen by itself. Its going to require effort and attention. Part X will help.

Reason #10: To Pay for the Costs of Long-Term Care

Prior generations did not have to deal with the costs of long-term care, but we must: Of those who reach age 65, according to the U.S. Department of Health & Human Services and Americans for Long-Term Care Security, 40% will spend time in a nursing home and 5% will require long-term care at some point. The average annual cost of a nursing home now exceeds $61,000; neither your health insurance nor Medicare will pay for it. The result: A growing number of senior citizens today are supported by others because they dont have the money to care for themselves. For more, see Chapter 73.


If you dont know where youre going, youll probably end up somewhere else.

David Campbell



Reason #11: To Pass Wealth to the Next Generation

This is more difficult than ever before, because living longer means it is increasingly likely that you will spend your money before you have the chance to bequeath it.



Economists call this transference of wealth. Historically, money was passed from father to son. It started with our immigrant ancestors, who built homes and had children. When the children married, they moved into the house with Mom and Dad. Then the kids had kids, making it three generations in one house. As the family grew larger, each generation built new rooms, increasing the size and the value of the familys wealth.



When the first generation died, the second generation inherited the house, later passing it to the next generation, with each growing more affluent than the previous one.



That doesnt happen today. We dont have three generations living in one house as often as we once did. Today, when our grandparents die, were more likely to sell their house because we have our own home and we dont need theirs.



Furthermore, we find that our grandparents live so much longer than before longer than they expected that they often run out of assets and have nothing to leave to their children. Therefore, instead of passing wealth down to the children, the kids send money up to the parents. Thus, in many cases, the transfer of wealth is going backwards, and economists worry that most Americans are not prepared for this reality. Learn how to avoid that problem by reading Part XII.




Americans tend to plan for everything except success.

Ric Edelman



It is for all these reasons to protect against risk, to eliminate debt; youre going to live a long time; to handle such major expenses as children, college costs and weddings; to buy cars and homes; to afford a comfortable retirement; to protect against long-term care costs; and to pass wealth to your heirs that you need to create a financial plan.





Chapter 1  The Four Obstacles to Building Wealth

As you begin trying to accumulate wealth, youll encounter four major obstacles. The first is the most deadly, but if you think its the economy or taxes, youre wrong. Your biggest enemy, as I can attest from having worked with thousands of people just like you, is yourself. Without question, procrastination is the most common cause of financial failure.

To understand this, consider the story of Jack and Jill. You know Jack fell down the hill, but you didnt know that he suffered head injuries. As a result, Jack decided not to go to college. Instead, at age 18, he got a job, enabling him to contribute $3,000 to his IRA each year. After eight years, he stopped, having invested a total of $24,000.

Meanwhile, his sister Jill, inspired by Jacks accident, went to medical school. At age 26, she began her practice and started contributing $3,000 to her IRA. And she did so for 40 years, from age 26 to 65. She invested a total of $120,000 and she put her money into the same investment as her brother Jack. Thus, Jill started investing the same year Jack stopped, and she saved for 40 years compared to just eight years for her brother.
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Ive been going over our finances. According to my calculations, our monthly retirement income will be either $2,124 or $42,798, depending on whether or not we win the Publishers Clearing House sweepstakes.



By age 65, whose IRA account do you think was worth more money?

Assuming Jack and Jill each earned a 10% return, Jill accumulated $1,324,778, but Jack collected $1,552,739 $227,961 more than his sister!


Knowledge is power.

Francis Bacon



While Jack had invested only $24,000 to Jills $120,000, his money earned interest for eight years longer than his sister. It wasnt the money that made him successful it was the time value of money. Jack didnt procrastinate, and by investing sooner than Jill, his account grew larger.

I have heard the complaint that procrastination does not belong at the top of my Enemies of Money list. There must be other, more serious causes for financial failure, right?

Wrong!
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Obstacle #1: Procrastination

I cannot stress enough the need for you to get started right now. Procrastination says youll do it tomorrow. Its easy to see why you put planning off until later: After all, who has time? Youve got lots of deadlines and you dont need another one. Youve got to get to work on time, get your kid to soccer practice and prepare for out-of-towners who will be visiting you this weekend. With todays deadlines, you dont have time to work on something whose effects will not be felt for 20 years. But thats okay because youre young and youll still have plenty of time later! Right?

Wrong!

Maybe this is why so few of my firms clients are under 30. It just seems that young people dont want to talk about something 40 years away: Theyre more concerned about this weekends party!

In fact, Ive heard all the excuses: If youre in your 20s, you figure youve got 40 years to deal with it, so youll put it off until you are in your 30s

but by then, youve got a new house, new spouse, and new kids and youre spending money like never before. Who can think about saving at a time like this? Youll deal with it later, after things settle down in your 40s

when indeed youre making more money than ever, but now you find that your older children are entering college. On top of that, your income growth isnt as rapid as it used to be. No problem, you say, because by the time you hit your 50s, you think your major expenses will be behind you


There are so many things that we wish we had done yesterday, so few that we feel like doing today.

Mignon McLaughlin



only to discover that your younger kids are entering college and the older ones are starting to get married (with you footing all these bills) and maybe the graduates need help buying a house, too. Your parents probably need some help as well, because theyre getting up in years. And you cant remember the last time you got a promotion; after all, youve moved up so high in the company that the only way youll get promoted is for somebody to retire or die.

Youre also finding that the cost of living has never been higher, so planning for retirement will just have to wait a bit longer

and when you hit 65, you lament your anemic savings and wish you had started 40 years ago.

I see this all the time.

If there is only one thing in this entire book that you need to take on faith, its this: There is never an ideal time for planning, and while you can always find a reason to put it off, dont. Do it now. Procrastination will cause you financial ruin more effectively, more completely, than the worst advice a crooked broker could ever give you.

The Cost of Procrastination

There is, in fact, a specific cost to procrastination. If you are 20 years old and you want to raise $100,000 by age 65, you need to invest only $1,372 today (ignoring taxes for the moment and assuming a 10% annual return).

But a 50-year-old would need to invest nearly $24,000 to obtain that same $100,000. This is the cost of procrastination. As you can see, its not money that makes people financially successful, its time.
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While presenting this in a seminar, an elderly gentleman rose to object to my comments. Excuse me, he said, but I cant do that.

Why not? I asked. Dont you have a hundred bucks?

I have the hundred dollars, he replied. But I dont have the 30 years!



The cost of procrastination can be shown just as easily for those who save monthly: Our 20-year-old would need to save less than $10 a month, but the 50-year-old would need to save $239 a month. You tell me: Who has an easier task?

Why $1,200 = $37,125

A lot of folks reading this will concede that starting young has its advantages. But Im plenty young, you might be thinking, so Ill just start next year. After all, next year, Ill still be young enough, but Ill be making more money, and itll be easier for me to start. After all, what difference can one year make?

A big difference.

If a 30-year-old saves $100 a month until age 65, earning 10% per year, the resulting account would be worth $379,664.

But if this person waited just one year, beginning her savings at 31 instead of 30, her account at age 65 would be worth only $342,539.

Thus, the cost of not saving $100 a month for just one year is $37,125. Can you really afford to blow thirty-seven grand?

Dont procrastinate. Start now.

Out the Door by Twenty-Four

Like so many other things in life, procrastination is a learned art. As with most basic attitudes, we learn about this one from our parents.

A listener, Bob, once called my radio show. Age 23, he asked, Ric, what should I do with my money? I have $24,000 and no debt. I was impressed. Most of the 20-somethings I know are broke and have lots of credit cards. Bob said the bulk of his money was an inheritance and it was just sitting in his bank account.

I asked him about his monthly expenses, expecting Bobs reply to be in the range of $1,000 to $3,000; such an amount would be typical for folks in their 20s. To my surprise, he said, Oh, I spend about two hundred dollars a month. Then the truth came out. Bob, 23 and a college graduate, lives at home.


Human beings are the only creatures on earth that allow their children to come back home.

Bill Cosby



Upon graduation, he became an official member of The Boomerang Generation. Mom and Dad shipped him off to college at age 18, paid the bill, and prepared to celebrate the fact that their child-rearing and child-supporting days were over.

But when Bob graduated, he didnt move on with his life. Instead, he moved back. Bob once again lives with his parents, at their expense, and his total monthly spending of $200 goes to whatever he wants parties, hanging out with friends, movies, eating out with the guys, weight-lifting at the club, and other activities of the financially secure.

Bob is able to participate in these avocations, of course, because someone else does his laundry, cooks his meals, and pays for the home he lives in.

Occupationally speaking, Bob is in a rut. Upon graduation, he missed the career track: Unable to get the job of his choice, he chose not to work at all. I asked, When are you going to move out? He said, Im in no hurry.

I can see his point. Why should he move to a 700-square-foot, three-room apartment that costs $1,200 per month (plus utilities, Internet and telephone)? Hed
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have to buy furniture and a TV, drag his laundry to the Laundromat, shop for his own groceries, and cook his own meals.


Life is like riding a bicycle; you dont fall off unless you stop pedaling.

Claude Pepper



Why should Bob do that, when he can live in a 3,000-square-foot, multi-level single family home on a quarteracre lot in the suburbs, where somebody else takes care of his laundry, does the food shopping, and prepares dinner nightly?

Lets face it, Bobs got a great thing going here, and the operative initials are M-O-M.

Bob can come and go as he pleases, has no bills to pay, and if something goes wrong, the landlord takes care of it, spelled D-A-D.

This is an issue of tough love. Without exception, all my clients who have kids love them dearly, and theyd do anything for them but enough is enough. Parents must recognize that at 23, these kids are adults and they need to act like it. Parents are not doing their children any favors by coddling and protecting them against the cold, cruel realities of life.

In Bobs case, Mom and Dad need to charge him rent, just like any other landlord. They need to collect an amount equal to (a) what Bob would pay elsewhere, or (b) what Mom and Dad would charge if Bob were a stranger.

If they were to charge $1,200 a month, two things would happen: Bob would get a job to pay for it, and hed move out. Both are exactly what Bob needs to do if hes to develop and thrive in our society.


If you can count your money, you dont have a billion dollars.

J. Paul Getty



And to all you Moms and Dads who hate the thought of collecting rent from your own children, heres a neat trick: Collect the rent and invest it for your son or daughter without telling them. When they finally move out (we hope, one day, they will), you can give them the money as a moving-out gift, allowing them to use the money youve saved for them to help them get settled in a new home.

Dont get me wrong. I dont have a problem with kids living at home; it can be a smart financial move for kids trying to save money. Rather, my problem is with kids who live at home as freeloaders and there is a big difference between the two.


Do not handicap your children by making their lives easy.

Lazarus Long



Take the example of Mike, one of my clients. He is 26 and, like Bob, lives at his parents home. He didnt go to college, but hes been working since he was 16. Mom and Dad have always covered his expenses because Mike has always had a job and he contributes to running the household (doing chores, cooking, cleaning, and shopping). Hes diligent, conscientious, and most important Mike is good at saving money.

In fact, he is really good at saving money: Mike has $60,000, which he saved on his own no gifts or inheritances. Hes accumulated his money throughout the 10 years hes worked.

And thats why Mom and Dad have no problem with him living at home for free: They know that rather than forcing Mike to pay rent to them or some other landlord, hes paying himself. So when he does decide to move out, he can afford to buy a place, not just rent it. Besides, like most suburbanites, Mom and Dad can afford to have Mike live in the house and they love to have him around, so its a great deal for everybody.

The Bobs of our nation wont be 20-something forever and if they dont learn to pay their way now, if they dont start preparing to do so, they never will. Are you prepared to support your kids for your entire life?

Give your kids a push. Dont let them procrastinate. It could be the best thing you ever do for them.
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Obstacle #2: Spending Habits

Again, the problem is you, not the economy or world politics!

To see what I mean, look at the Newmans, married, with a combined annual income of $60,000. They felt they didnt spend extravagantly, but they were nonetheless concerned that they couldnt seem to save any money We dont drive fancy cars or take big vacations and our kids dont have the latest Reeboks, they told me. But we cant seem to get ahead.

Needless to say, the Newmans didnt know where their money was going, so my firm helped them figure it out. The Newmans commuted to work separately and heres what we found:

When they each got to the office, each would buy a newspaper for fifty cents, coffee ($1.25), and a doughnut ($1.00). In a mid-afternoon break, theyd buy a candy bar ($.75). Without knowing the other was also doing this, each was spending $3.50 a day, for a daily total of $7.00.

With 20 working days per month, they were spending $140 per month, or $1,680 a year.

And guess what happens to the money you earn before you receive it? It gets taxed. In other words, the Newmans had to earn $2,400 in order to net the $1,680 that they frittered away on candy and soda. Then they came to us saying, We cant seem to save any money.
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Where Does My Money Go?

Have you ever withdrawn $50 from an automatic teller machine, yet find your wallet or purse empty just a few days later?

Have you ever asked yourself, Where does all my money go? Like the Newmans, you probably are piddling it away. You have no idea youre doing it, because if you did know, you would stop instantly, for there isnt a rational human being in the world who would tolerate such nonsense.


A study of economics usually reveals that the best time to buy anything is last year.

Marty Allen



But we all piddle money away because we dont pay attention. The Newmans were spending 3% of their annual income onnothing! To avoid this problem, youve got to look at your spending habits, for thats where youll find the key to your financial future. If your spending habits are causing you trouble, you can learn how to fix them in Chapter 51.

INFLATION




	1978
	9.0



	1979
	13.3



	1980
	12.4



	1981
	8.9



	1982
	3.9



	1983
	3.8



	1984
	4.0



	1985
	3.8



	1986
	1.1



	1987
	4.4



	1988
	4.4



	1989
	4.7



	1990
	6.1



	1991
	3.1



	1992
	3.0



	1993
	2.8



	1994
	2.7



	1995
	2.5



	1996
	3.6



	1997
	1.9



	1998
	1.6



	1999
	2.2



	2000
	3.4



	2001
	2.8



	2002
	1.4






25-Year Average: 4.4%

FIGURE 1-10

Obstacle #3: Inflation

The most onerous of moneys enemies, inflation is perhaps the best illustration of how The Rules of Money Have Changed.


Inflation is when the buck doesnt stop anywhere.

Anonymous



Over the past 25 years, inflation averaged 4.4% per year, according to Ibbotson Associates. At that rate, a 50-year-old earning $50,000 a year, who plans to retire at 65 on that same income, will need a net worth

of $1.7 million and his income in his first year of retirement needs to be $95,000.

Indeed, to look into the future, you need not 20/20 vision but an inflation-adjusted 50/50 vision!

$1,000 TODAY




	In this many years...
	$1,000 will be worth...
	...and it will take this moch moncy to buy whas $1,000 buys today:



	5
	$806
	$1,240



	10
	650
	1,538



	15
	524
	1,907



	20
	422
	2,365



	25
	340
	2,934



	30
	274
	3,639



	35
	221
	4,513



	40
	178
	5,597






assurning 4.4% annual inflation

FIGURE 1-11

In fact, 4.4% annual inflation means $1,000 will be worth less than two-thirds as much in 10 years. Put another way, youll need $1,538 in 10 years to buy what $1,000 buys today. Are you old enough to remember when President Nixon announced a 90-day wage and price freeze? Inflation was rampant and nobody could stop it not Congress, the Federal Reserve Board, the Presidents Council of Economic Advisors, the banks, or Wall Street.

Nixon and the nation panicked. Convinced that inflation was going to cause an economic calamity worse than the Great Depression, the President stopped inflation artificially. For 90 days, nobody was permitted to raise salaries or prices. And the strategy worked until the 91st day, anyway. When President Nixon established his freeze in 1971, the inflation rate was just four percent. If that were the case 10 years later, Jimmy Carter would have been reelected! By the time Jimmy left office in 1980, inflation was 13% and banks were offering 15% CDs.
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But you didnt buy those CDs, because you were convinced that next month, CD rates would be 16% and you didnt want to be stuck with only 15%! So you kept your  money in daily accounts. You rode the interest wave up and right back down again!


If you had your life to live over again, youd need more money.

Anonymous



Inflation even very low inflation once panicked our nation, but no longer. How can that be? The reason is the frog.

Yes, the frog.

The Boiling Frog Syndrome

If you throw a frog into a pot of boiling water, hell jump out. But if you place a frog into a pot of lukewarm water and slowly turn up the heat, it will boil to death.

And so it is with inflation. Weve grown accustomed to inflation over the past 25 years, but that doesnt mean we dont continue to be hurt by its effect. We are hurt even at low rates of inflation.

Obstacle #4: Taxes
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We all love to hate taxes.

According to the Tax Foundation, Tax Freedom Day is April 19, meaning that every dollar you earn for the first four months of the year goes to taxes. Put another way, you work nearly three hours of each workday just to pay taxes. No wonder we find it difficult to save money!

In addition to federal income taxes, you also must contend with state income taxes, as shown in Figure 1-14, plus personal properly taxes, sales  taxes, user taxes, intangibles taxes, excise taxes, capital gains taxes, and estate taxes.

The amazing thing is that everybody thinks taxes are a natural part of life. Have we all forgotten why we revolted against England?



Our federal income tax wasnt even created until 1913 and it took a constitutional amendment to do it. And when the tax was established, it was quite low: There was no tax on the first $20,000 of income and only a 1% tax on income between $20,000 and $50,000 and $20,000 was a lot of income in 1913!


Noah must have taken into the Ark two taxes, one male and one female. And did they multiply bountifully! Next to guinea pigs, taxes must have been the most prolific animals.

Will Rogers



You can guess what the politicians said back then, too. Dont worry, Ill bet they claimed, tax rates will never rise!

Its the Boiling Frog Syndrome all over again.


Our Founding Fathers objected to taxation without representation. They should see it today with representation.

Anonymous
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STATE INCOME TAXES




	State
	Top Rate



	alabama
	5.00%



	Alaska
	None



	Arizona
	5.04%



	Arkansas
	6.50%



	California
	9.30%



	Colorado
	4.63%



	Connecticut
	4.50%



	Delaware
	5.95%



	Florida
	None



	Georgia
	6.00%



	Hawaii
	8.30%



	Idaho
	7.80%



	Illinois
	3.00%



	Indiana
	3.40%



	Iowa
	8.98%



	Kansas
	6.45%



	Kentucky
	6.00%



	Louisiana
	6.00%



	Maine
	8.50%



	Maryland
	4.75%



	Massachusetts
	5.30%



	Michigan
	3.90%



	Minnesota
	7.85%



	Mississippi
	5.00%



	Missouri
	6.00%



	Montana
	11.00%



	Nebraska
	6.80%



	Nevada
	None



	New Hampshire
	Limited



	New Jersey
	6.37%



	New Mexico
	8.20%



	New York
	6.85%



	North Carolina
	8.25%



	North Dakota
	5.54%



	Ohio
	7.50%



	Oklahoma
	7.00%



	Oregon
	9.00%



	Pennsylvania
	2.80%



	Rhode Island
	25% of Federal



	South Carolina
	7.00%



	south Dakota
	None



	Tennessee
	Limited



	Texas
	None



	Utah
	7.00%



	Vermont
	9.50%



	Virginia
	5.75%



	Washington
	None



	Washington, D.C.
	8.70%



	West Virginia
	6.50%



	Wisconsin
	6.75%



	Wyoming
	None






Average State Income Tax Rate: 5.6%

FIGURE 1-14







Chapter 2  The Story of Taxes and Inflation

Together, taxes and inflation create a web of incredible treachery, serving as another example of how The Rules of Money Have Changed.

At the turn of the century, taxes and inflation were not a concern. Homes cost $5,000 (Sears used to sell them from their catalog) and if you wanted to borrow money to buy your house, the bank charged you from 4% to 6%. If you deposited money into the bank, the bank paid you 2%; its profit was the difference between what it charged and what it paid.


Man is not like other animals in the ways that are really significant: Animals have instincts, we have taxes.

Eric Goffman



Why were our parents and grandparents willing to accept a 2% return on their savings? Because it was profitable for them to do so: With no inflation, the 2% they earned was a real 2% and, with no taxes to pay, they got to keep it all. Thus, our parents and grandparents were able to prosper from a 2% return on their money and banks were able to prosper by charging only 4% or 6% for their loans.

Banks were willing to offer 30-year mortgages at these low rates because it had always been profitable to do so. Indeed, from 1879 to 1965, mortgage rates in the U.S. (Figure 1-15) were very stable, consistently at 5.3%, give or take half a point.


In 1790, the nation which had fought a revolution against taxation without representation discovered that some of its citizens werent much happier about taxation with representation.

Lyndon Johnson



But something happened in 1966. Rates began to rise and theyve been fluctuating ever since.

Amazing! Interest rates that had remained constant since the end of the Civil War suddenly began to fluctuate, rocketing from 5.7% to 16.5% and crashing back down again.
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The further backward you can look, the further forward you are likely to see.

Winston Churchill
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Why did this happen? Well, Ill tell you:


Too often, people get hung up explaining things rather than accepting them. For example, I cant explain the principles of internal combustion, but I can safely drive a car.

Handle money the same way: Recognize things for what they are, even if you cant explain them. As a judge once said, I cant explain what pornography is, but I know it when I see it.



I dont know.

But I can tell you what happened to banks as a result: They got killed. In 1965, they gave borrowers 30-year, fixed-rate loans at 5.83%, but by 1980, they were paying 21% in CD rates. So, the banks found themselves earning 5.83% but paying out 21%. Yup, thats a good way to kill a bank, and thats why, in the 1980s, more banks failed than in any period since the Depression.

Bankers some of the smartest economic minds in the nation didnt see inflation coming, so its no surprise that ordinary consumers didnt, either.

My point is that our parents and grandparents were able to succeed financially with a 2% bank account, yet if we do what they did if we handle our money the way they handled theirs we will fail where they succeeded.

HOW TAXES AND INFLATION AFFECT YOUR INVESTMENT EARNINGS




	If You Earn
	6%



	You Pay Taxcs of
	-2%



	(33% Combined Fed/State Brackets)
	




	What's Left is
	4%



	Minus Inflation
	-4.4%



	(25-year average CPI)
	




	Net Earnings
	-0.4%






To beat the effects of taxes and inflation, you must earn nearly 7% per year!

FIGURE 1-17

Heres why: Assume CD rates are 2%. If you are in the 33% combined federal/state income tax bracket, you lose to taxes a third of everything you earn. Thus, if you earn 2%, you lose 0.667%, and keep only 1.34%.

But because of inflation, which at this writing is almost 2%, youre actually losing money.

This is why many people fail financially They focus on how much they earn instead of how much they keep. What counts is your after-tax, after-Inflation rate of return.

As I say on my radio and TV shows, youve got to earn more than the current combined rate of inflation and taxes in order for your money to grow in real terms. To determine the minimum rate of return that you need to earn to beat taxes and inflation, look at Figure 1-18.

The irony is that everybody is lamenting todays low interest rates, compared to those of the past thirty years, and my firm gets lots of calls from people complaining that interest rates have dropped. I can no longer get 6% or 8% CDs, they say. Banks are not paying good rates any more.

My colleagues and I find this quite funny, because banks never paid good rates. Its just that youre noticing for the first time! You see, CD rates like all interest rates simply track inflation. When inflation rates are high, interest rates are high, and when inflation drops, interest rates drop. In 1980, for example, when interest rates were 15%, inflation was 13%.
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Do the math: If you earned 15% on a CD, you netted 10% after taxes. But with 13% inflation, you were still losing in real terms. In other words, you were just as broke earning 15% in 1980 as you are earning 2% today. You simply never noticed. Now that you are thoroughly demoralized, let me assure you that there is a way out of this tax-and-inflation trap. And that leads us to the next chapter.


Why does a small tax increase cost you two hundred dollars and a substantial tax cut save you thirty cents?

Peg Bracken
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Chapter 3  The Greatest Discovery of the 20th Century

Albert Einstein is often quoted as having said that the greatest discovery of the 20th century was compound interest. Of course, the storys not true, but it is a fun anecdote that makes a good point.

Heres why: If you were to invest $10,000 at 5% interest for 20 years, your profit from the investment would be $16,533 (ignoring taxes). But if you doubled the rate of interest to 10%, how much money would you earn?

Although it would seem that doubling the rate would double the return, this is not the case: Increasing the rate by 100% increases the return by nearly 350%. In other words, instead of earning $16,533 in interest, you would earn $57,275.

Thats the power of compound interest: Money doesnt grow linearly it grows exponentially! Take it a step further: If you earn 15% instead of 5%, your profit would be $153,665. Thus, three times the rate produces more than nine times the return. And at 20% a four-fold increase in rate your profit would be $373,376, or a return 23 times higher than that provided by 5%.
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Investing monthly works just as well when investing a lump-sum: If you invest $100 a month over 20 years, youll have invested a total of $24,000. At 5%, your money would earn $17,103 in interest, but doubling the rate to 10% would once again increase your profit by 350%, just as before.

At 15%, you would have earned $125,724; at 20%, youd have arned $286,965.


Make use of time, let not advantage slip.

William Shakespeare



For nine years, I taught a class on this subject at Georgetown University and it was usually about this time that my students would raise a question: Where can you earn 20%?

The Secret to Earning 20% with No Risk

Would you like me to tell you how to earn a guaranteed 20% per year with no risk? Well, Ill tell you:

I dont know how.

And if I did know how, why would I tell you?

Ask yourself that question the next time someone cold-calls you with the hottest deal around. After all, if they have such a great investment, why would they tell you about it? Look, Im a nice guy, but lets face it: If I had a sure thing, Id be so busy investing my own money that I certainly wouldnt have the time to tell you about it. And assuming I did have time to make a few phone calls, why would I call you a total stranger instead of telling my family and friends?

Actually, Wall Street has pondered the question of why tell me? for some time, and identified two theories: The first says that the only sure way to make money from investments is to earn commissions by selling them, and brokers can do that only by convincing someone that he or she will get rich in the process. Thus, this theory says a broker tells a client to buy or sell because its good for the broker, not necessarily good for the investor.

The second theory says that Wall Street sharks who are on TV, the radio, or in some magazine or newspaper telling you to buy a certain stock often already own it, and they want to unload it. But they cant sell until the price goes up, or up again, and what better way to get the price of a stock to go up than by telling a few million  people to buy it? So, they tout the stock on CNBC or Wall Street Week or Money magazine, and the masses oblige.


The rich are taking their advice from professional financial advisors. The poor are getting their advice from Money magazine.

Robert Veres



The stock briefly goes up long enough for the guy who pitched it to get out and he goes back on these programs to say, See? I was right!

Wall Street is full of these self-fulfilled prophecies.

You think Im kidding? Studies have shown that in the 48 hours after a stock is touted on a popular TV show or news column, the stock rises significantly as tens of thousands of people call their brokers with buy orders. The run-ups last just long enough for the sharks who fed the information to the media to cash out at big profits. After that, the stocks quickly return to their original levels, leaving investors with stocks they bought at very high prices.

Consider the example of Kidder Peabody broker A. Karl Kiplee. According to Financial Planning on Wall Street, Kiplee admitted that he planted inaccurate stories in the media about Epitope, Inc., a small biotech company. Allegedly, he gave CNBC and then-Money magazine reporter Dan Dorfman (perhaps the best-known financial journalist in the nation at the time), false information, causing Dorfman to report in March 1994 that Epitopes AIDS test stood only a 1% chance of receiving FDA approval. This allegedly caused the stock to drop in value, yet in December of that year, the test was indeed approved.
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Epitope, alleging false and misleading statements, settled a suit with Kiplee, and even considered a suit against Dorfman, merely because Dorfman quoted Kiplee. As Dorfman later told Business Week, one just cant be sure that everyone [you] speak to is 100% ethical.

But that wasnt Dorfmans only brush with controversy. Business Week reported in late 1995 that Dorfman was under investigation by federal authorities regarding his relationship with a Wall Street publicist. According to Business Week, the allegations were that corporate clients paid fees to the publicist, a good friend of Dorfmans, in exchange for having Dorfman say positive things about the company. There is no indication that any money was exchanged between the publicist and Dorfman. However, Dorfman was fired by Money magazine; and he later left CNBC.

Think this story is dated? Then consider the more recent accounting scandals that have implicated dozens of companies and their auditors and the brokerage firms that promoted their stocks to hapless investors. For a complete discourse on this, read Chapter 6 of Discover the Wealth Within You.

Think about it. Stock prices are based on the laws of supply and demand. Supply (the number of shares of a stock that exist) is fixed; thus the price goes up and down based on demand. If lots of people want to buy, the price goes up, and if few want to buy, or if many want to sell, the price goes down.

Match these fundamentals with how one succeeds in the stock market. You make money by buying low and selling high. First, you buy a stock that has a low price. Then you go on television or radio, or get quoted in the newspaper, telling everyone that the price is really low and that you think the price of the stock is going to go up. Better yet, get someone like Dorfman to do it for you.
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By distributing your message to millions of people, several hundred thousand will oblige, and this new demand will cause the price to rise within a day or two. You know when the show is going to air, or when the story is going to be printed (since you planted it), so you buy a few days in advance, and after the news breaks, you quickly sell while the stock is high, making a bundle. The masses, of course, get ripped-off: They buy the stock after the news report, as the stock is on its way up (they BUY HIGH) and as soon as the media attention ends (which it does quickly) demand softens and the stock falls back to its original level, causing them to SELL LOW. Thus, the knowing-no-better consumers lose money while the promoters make money. This becomes a vicious trap for the unwary, because the promoters return to the media, saying, The stock went up, so I was right. Therefore, you should listen to me next time and do what I tell you to do. Thus, they get invited back onto these shows, and they can be quoted again and again, and people continue to follow their advice and unwittingly help them make millions time after time. (This is one of the reasons why there is often a big difference between investment returns and investor returns see Chapter 37.)

Several law school students at Georgetown University figured out how to engage in this pump and dump scheme on the Internet, and they bilked investors nationwide for hundreds of thousands of dollars before the SEC forced them to stop. But the university allowed them to graduate anyway, and today they all have law degrees. (And that explains why I stopped teaching there I resigned in protest.)

So whenever you see a hot tip touted in a financial newsletter, magazine, or newspaper, or you hear some pundit claiming on radio or TV, or on some Internet site, that you need to buy or sell a certain stock, youve got to ask yourself, What is the motivation of the person whos saying this? After all, how relevant to your particular circumstances can the advice be when it is simultaneously being provided to millions of people?
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Even when motivation is not suspect, theres another potential problem: Lots can happen between the time an article is written and the time you read it. In its April 1995 issue, Smart Money magazine named Sports & Recreation as one of its favorite midcap stocks, encouraging its readers to buy the companys shares. In the following issue, Smart Money apologized, saying, Now we hate [the stock]. The magazine explained that just as readers were starting to get their [April] issues in the mail, the stock dropped 42% in two days. Although the magazines editors put a sell signal on the stock, readers saw the magazines buy recommendation.



That must have been embarrassing for Smart Moneys editors. Imagine, then, how they felt when it happened again in the very next issue! Yup, whereas the May issue apologized for April, the June issue found itself apologizing for May, whose cover story, Where to Invest Now, said to buy the stock of United Wisconsin Services. Yet as Smart Money reported in June, Just after we sent our [May] cover story to the printers, [there was] some disturbing news[W]ith the May issue already in some subscribers hands, UWS dropped a bombshellits shares sank as low as $19, less than half their 1995 high.



To Smart Moneys credit, they admitted their mistake. Still, you need to think again before you act on information contained in a personal finance magazine.



Keep that in mind the next time you hear some financial wizard say, The markets going to have a 20% correction. He might really mean, The stock markets too high right now for me to buy more, so I want you to sell your holdings, which will force the stock market down by 20% so I can get in at the lower prices.

This is why I never tout stocks, mutual funds, or other investments by name in this or any of my books, or in my newsletter, on my radio and TV shows, on my web site, or in my seminars. Be wary of those who do. Like all investment advisors, I have my favorites, but my role here is to provide you with a fundamental financial education, not to get you to buy or sell something. By focusing on education, youll understand how the financial world works, making you able to make decisions that are best for you. And that, in turn, will allow you to take control of your financial future so you can ignore all the pundits.

How Did the Millionaires Get That Way?

Our inability to tell you how to get guaranteed 20% annual returns aside, I bet you can name the one asset that has produced more millionaires in our nations history than any other. No, its not the Internet its real estate (although technology may overtake the #1 position in the coming years). So, lets take a little quiz:



1. Which of the following is the most valuable real estate?


(a) Maui

(b) Hong Kong

(c) Manhattan

(d) Monaco

(e) Tokyo



The answer is (c). Manhattan Islands real estate is the most expensive in the world.



2. From whom did we buy the island and how much did we pay?



These are easy questions. After all, you learned this in third grade! We bought Manhattan Island from Native Americans, for blankets and beads worth $24.



3. What was the year?



This is a bit tougher. The year was 1626.

The Rule of 72

Before I ask you the final question, let me teach you about the Rule of 72. Great fun at cocktail parties,1 the Rule of 72 allows you to determine how long it will take for money to double at various interest rates.

It works like this: Say you want your money to double in 10 years. To determine how much interest you need to earn, just divide 10 into 72. Therefore, in order for your money to double in 10 years, you must earn 7.2% annually. If you earn 15% and want to know how long it will take to double your money, just divide 72 by 15. The answer: 4.8 years.

So, simply divide whatever number you have either the interest rate or the time into the number 72, and the answer will be the number you need. If you divide the interest rate into 72, youll get the time. If you divide the time into 72, youll get the interest rate. What fun!2

Now, on to our quizs final question:

4. If the Indians had invested their $24 at 7.2% interest, so their money would double every 10 years (as the Rule of 72 shows you), how much money would they have by 2004?

By 2004, the Indians would have $5.7 trillion on a $24 investment! The power of compounding is astounding! The key is interest earning interest on top of interest.


Money doesnt buy





















	$1 million		3 years



	$1 billion		3 thousand years



	$1 trillion		3 million years







Do You Want to Work Hard or Work Smart?















OPS/images/image-20.jpg





OPS/images/image-22.jpg
MORTGAGE RATES 1879-1965

Frm the g Gl Wi e 10 1565,
e s e






OPS/images/image-23.jpg
1966-2002

but since 1966, mortgage rates
have fluctuated wildly:
16






OPS/images/image-19.jpg
‘TAX FREEDOM DAY

o e ———

————






OPS/images/logo.jpg
= HarperCollins e-books





OPS/images/cover.jpg
# HarperCollins e-books

The Truth About Money
3rd Edition






OPS/images/image-10.jpg
CLOSE TO HOME _JOHN MCPHERSON






OPS/images/image-14.jpg
(CALVIN AND HOBBES _BILL WATTERSON

AN OB VOTER O
WA DEIED 1o

e RN e
3

ey
et






OPS/images/image-18.jpg
CONSUMER PRICES

At t48 126470 s73100
FogSoms | 06 | 37 | 10
Glasin | 18 | a0 | 0
Mot | 130 750 | 1040
Dris | s | 1am| mso0
Elecwic Shaver | 15.00 | 11550 | 33800
ReigSion | 2000 880 | 1620

Guoact
B 2 || A

“based on 4.4% annual inflation






OPS/images/cover.png
# HarperCollins e-books

The Truth About Money
3rd Edition






OPS/images/image-12.jpg
TO RAISE $100,000 BY AGE 65

Assuming 2 10% return...
am s
@
nn B » o B
e e
e s amoust one i, o i this smount ontly.






OPS/images/image-05.jpg
THE COST OF KIDS

— INCOMEGROUP

Ve Age Lowest Middle Highest
000 36,490 $9,030 $13,430

[ 2002 1 6,710 9,340 13,890
008 2 6940 9,650 14360
w04 3 7330 10,240 15,170
05 4 7,580 1059 15,680
006 5 7,840 10940 16220
007 6 8,200 11,320 16,580
08 7 8,480 11,700 17,150
2009 8 8,770 12,100 17,730
20 9 9,09 12,420 18,120
201 10 9,400 12,840 18,730
202 1 9,720 13,280 19,370
06 12 11,290 14,850 21,300
014 13 11,680 15,350 2,00
005 14 12,070 15,870 2,770
016 15 12,350 16,740 24220
017 16 12,770 17,510 25,050
08 17 13,210 17,900 25,900

Total $169,920  $231,470  $337,690

FIGURE 14





OPS/images/image-08.jpg





OPS/images/image-09.jpg
WILL YOU RETIRE
WHEN YOU WANT?

Almost 7% of workers want. . butanly 25%
torediesbeore they e 0. ik heywill.

gl

AGE YOU WANT AGE YOU THINK
TO RETIRE YOU'LL RETIRE






OPS/images/image-27.jpg
THE MAGIC OF COMPOUND INTEREST

Tnvest $10,00 i ane lunp sum,
a0d sfee 20 years, you vl ave
camed inteest of:

Y e

o [l 775

s [ s
I

Inves $100 per month for 20 years
(v toral investment of $24,000),
and you will have camed ineret of:-

s






OPS/images/image-28.jpg
DILBERT _SCOTT ADAMS

'ADVISOR. N\R\:i 3| "DOGBERT DEFERRED ONLY TF
bl Eto e
i

9

@ 2






OPS/images/image-29.jpg
DILBERT _SCOTT ADAMS

'DOGBERT: FINANCIAL ADVISOR |

STOCKS.. ANNUETIES.
DERIVATIVES.
CAPITAL GAINS,
™

)

73 ALL TOO CONFUSING
FOR YOUN GIVE ME ALL
OUR MONEY NOW OR
YOULL DIE A PAUPER!!
NOLY! NOW! BEFORE.
INTEREST RATES FALL!






OPS/images/image-30.jpg
DILBERT _ SCOTT ADAMS

HERES A PICTURE OF
YU LIVING IN A
DUMPSTER TN TWENTY
EARS.

|

<SS

DOGBERT FINANCIAL ADVISGR

BUT IF YOU INVEST 1 coun
IN THE “DOGEERT QLN A
DEFERRED INCOME PANSTONT

FUND" TAKE ALOOK
AT WHAT YOU COULD
OUN SOMEDAY ! You coun






OPS/images/image-25.jpg
WHAT YOU MUST EARN TO MAINTAIN
YOUR MONEY’S PURCHASING POWER

Inflation Rate
2% 3% 4% 5% 6% T 8% 9% 0% 1% 12%

30405060 70[80[90]
2233 4AJ55{67 78 | 89 100101 122[133
24 (354759718294 “msvn.svm 141
253850 63|75 |88 100|113 125 138|150
274053 6780 93 ‘107\12.1)»13,3»1447‘16.0
29| 43 L5z 71| 86 [100]114]129]143] 157|172
3146 @77 | 92 [108]123]138]15.4]169 185
3350 |57 |83 100(117]133/150 167 | 183|200
365573 91109127 145|164 182 200|218

‘Example: If inflation is 4% and you pay 35% in taxes,
your investments must earn 6.2% to break even.

FIGURE 118






OPS/images/image-26.jpg
FRANK & ERNEST BOB THAVES

IRS

PAY TaxEs
HERE™

—— 8O FOR BtiNG A
FREE COUNTRY,
[T1 1T sURE cosTs
ALOT TO
RUN/

)

Tavas 4z






OPS/images/image-11.jpg
JACK AND JILL

Jack makes 8 investments,Jll makes 40.
Jack's account grows to a higher
value because he started sooner.

s

000 Jack's8 Jill's 40
oo, Investments Investments
o0
oo
om0
oo
om0
om0
Ay

$1,552,739 $1,324,7;8

Ultimate vlue of the 8 investments  Ulimate value of the 40 investments
Jack made from ages 18 0 25, il made from sges 26 to 65.

——rr






OPS/images/image-13.jpg
CALVIN AND HOBBES  BILL WATTERSON
100 NEVER K W e [ TS v T ook ooy
B o ) oD | SN e iR e soro"
Y] e i i 280 TR

AN - i W 54
X covenr Tk Tax
o35 5 SR Yoo T o






OPS/images/image-15.jpg
CATHY _CATHY GUISEWITE

T T

oo || Tocacd ¥ 1 o s
TR e T xnt

o ST TaRe ek ¢

5 S A

AND THE 496 RETURNS
(s
o S
/






OPS/images/image-02.jpg
LIFE EXPECTANCY
AT BIRTH

5 50 11012 150 50105 180 1 150 150 20

ey






